Frankfort - Elberta Area Schools

FINANCIAL STATEMENTS
AND REPORT OF INDEPENDENT
CERTIFIED PUBLIC ACCOUNTANTS

June 30, 2008

Dennis, Gartland & Niergasth




CONTENTS

FINANCIAL STATEMENTS

STATEMENT OF NET ASSETS L.ttt b et s et st s

STATEMENT OF ACTIVITIES. ..ottt et et ee e

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND
BALANCES - GOVERNMENTAL FUNDS ..ottt ettt en e

RECONCILIATION OF THE GOVERNMENTAL FUNDS STATEMENT OF REVENUES,
EXPENDITURES AND CHANGES IN FUND BALANCES WITH THE DISTRICT-

WIDE STATEMENT OF ACTIVITIES ...ttt et en e oo,

STATEMENT OF FIDUCIARY NET ASSETS.....coiiiiritiecs e e renara e

NOTES TO FINANCIAL STATEMENTS ...cioiiortce e sse e es e e et s s e e e

REQUIRED SUPPLEMENTARY INFORMATION

BUDGETARY COMPARISON SCHEDULE FOR THE GENERAL FUND .....ooooieoeeee

COMBINING FINANCIAL STATEMENTS OF NON-MAJOR GOVERNMENTAL FUNDS

COMBINING BALANCE SHEET - NON-MAJOR GOVERNMENTAL FUNDS......ooooeeien

COMBINING STATEMENT OF REVENUES, EXPENDITURES AND CHANGES

IN FUND BALANCES - NON-MAJOR GOVERNMENTAL FUNDS ......ccoomiiineeer,

REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING
AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN
AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE

WITH GOVERNMENT AUDITNG STANDARDS (coovoeoeoeeeeeee ettt ee e ese oo,

10

24

28




Management’s Discussion and Analysis
For the year ended June 30, 2008

Our discussion and analysis of Frankfort-Elberta Area Schools’ (the “District”) financial
performance provides an overview of the District’s financial activities for the fiscal vear
ended June 30, 2008. Please read this analysis in conjunction with the District’s financial
statements, which immediately follow this section.

Description of Reporting Entity and Services Provided

Frankfort-Elberta Area Schools, located in Frankfort, Michi gan in Benzie County, is nestled on
the shores of Lake Michigan, 45 miles west of Traverse City. The school pepulation for the
2007-2008 school year is approximately 545 students who are eager to learn. Sixteen percent of
the students in the District are “Schools of Choice™ coming from Benzie Central, Bear Lake and
Onekama. Because of small class sizes, students are given more individual attention in the
classroom. Educators are dedicated and caring and always look out for the student’s best
interest. MEAP and standardized test scores are consistently above average. The community has
been extremely supportive over the vears and parents are very involved in the schools in a
positive way whether it is fund raising, volunteering in the classrooms, or attending the many
events at the school. Frankfort-Elberta Area Schools boasts ouistanding athletic, drama and
music programs that allow students to learn outside of the classroom.

Overview of the Financial Statements

This annual report consists of three sections presented in the following order:
Management’s discussion and analysis, the basic financial statements, and required
supplementary information. The basic financial statements include two kinds of
statements that present different views of the District:

r

The first two statements are districi-wide financial statements that provide
comprehensive short-term and long-term financial information about the District
as a whole.

- The remaining statements are fimd financial statements that focus on individual
parts of the District, reporting the District’s operations in more detail than the
district-wide statements.

- The governmental funds statements tell how basic services like regular and
special education were financed in the shorr-term as well as what remains for
future spending.

- Fiduciary funds statements provide information about assets held by the District
in a frustee or agent capacity,




The financial statements also include notes that explain some of the information in the
statements and provide more detailed data and supporting documentation. The
statements are followed by a section of required supplementary information that further
explains and supports the financial statements with a comparison of the District’s budget
for the year. Figure A-1 shows how the various parts of this annual report are arranged.

Figure A-1
District Financial Report Organization

Management’s Discussion and Analysis (MD&A)
(Required Supplemental Information)

Basic Financial Statements
District-wide Financial Statements/Fund Financial Statements
Notes to Basic Financial Statements

Budgetary Information for Funds
{Required Supplemental Information)

Other Supplemental Information

District-Wide Statements

The district-wide statements provide comprehensive information about the entire District
using the accrual basis of accounting, which is similar to the method used by private-
sector companies. The statement of net assets includes all of the District’s assets and
liabilities and the difference between the two, which is net assets. The statement of
activities accounts for all of the current year's revenues and expenses regardless of when
cash 1s received or paid.

The statement of net assets and statement of activities report the governmental activities
for the District, which encompass all of the District’s services, including instruction and

supporting services. Unrestricted State Aid and property taxes finance most of these
activities,

The two district-wide statements report the District’s net assets and how they have
changed. Examining net assets is one way to measure the District’s financial health or
position. Over time, increases or decreases in the District’s net assets are an indicator of
whether its financial position is improving or declining. The relationship between
revenues and expenses is the District’s operating results, or in other terms, whether the
District had a profit or a loss at year end. However, the District’s mission is not stmply to
generate profits, as may be the case for a commercial entity.
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Fund Financial Statements

The fund financial statements provide more detailed information about the District’s
funds. Each major fund is presenied in a separate column. Non-major funds are
aggregated and displayed in a single column. Funds are accounting devices the District
uses to keep track of specific sources of funding and spending on particular programs.
Some funds are required by State law and by bond covenants. The District has two kinds
of funds:

Governmental Funds:

All of the District’s basic services are included in governmental funds. Governmental
fund reporting generally focuses on how dollars flow in and out of the funds and the
balances left at year-end. These balances are reported using the medified accrual basis of
accounting. Revenues are recognized when they are measurable and available,
Expenditures are recorded when the related fund liability is incurred. The governmental
fund statements provide a detailed short-term view of the operations of the District and
the services it provides. Governmental fund information helps the reader determine
whether there are more or fewer financial resources that can be spent in the near future to
finance the District’s programs. The relationship or differences between governmental
activities (reported in the Statement of Net Assets and the Statement of Activities) and
governmental funds are presented in a reconciliation displayed further in our
documentation. The District’s major governmental funds are the general, building trades
and 2002 debt service funds.

Fiduciary Funds:

The District is the Trustee, or fiduciary, for assets that belong to others. The District is
responsible for ensuring that the assets reported in these funds are used only for their
intended purposes, and only by those to whom the assets belong. We exclude these
activities from the district-wide financial statements because the District cannot use these
assets to finance its operations. The Student Activities Accounts are accounted for as
fiduciary funds,
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The District as 3 Whole

Recall that the statement of net assets provides the perspective of the District as a whole.
Table 1 provides a summary of the District’s net assets as of June 30, 2008:

TABLE 1
Governmental Governmental
Activities Activities
2006-2007 2007-2008
Assets
Current and other assets § 1,609,814 $ 1,809,106
Capital assets 9,629,663 9,401 243
Total assets 11,320,479 11,210,360
Liabilities
Current liabilities 1,009 001 1,154,018
Long-term liabilities 6,873272 6.303.550
Total liabilities 7,972.273 7.457 568
Net Assets
Invested in property and equipment - Net of related
debt 2,283,141 2,567,469
Restricted 403,188 358,623
Unrestricted 670.877 824,700
Total net assets $3.357.206 $3.752.801

The above analysis focuses on the net assets (see Table 1). The District’s net assefs were
53,752,801 at June 30, 2008. Restricied net assets are reported separately to show legal
constraints from debt covenants and enabling legislation that limit the District’s ability to
use those net assets for day-to-day operations. The District has $358,623 restricted net
assets. The remaining amount of net assets, $826,709, was unrestricted.

The $826,709 in unrestricted net assets of sovernmental activities represents the
accumulated results of all past years® operations. It means that if we had to pay off alf of
our bills today, including all of our non-capital Habilities, we would have $826,709
remaining. The operating results of the District will have a significant impact on the
change in unrestricted net assets from year to year,
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The resuits of this year’s operations for the District as a whole are reported in the
staternent of activities (see Table 2), which shows the changes in net assets for fiscal year
2008.

TABLE 2
Governmental Governmental
Activities Activities
2006-2007 2007-2008 % Change
Revenue

Program Revenue

Charges for services 8 198,710 $ 1R4.420 7.2

Operating grants and contributions 585,056 601,650 2.8
General Revenue

Property taxes 4,539,971 4,730,265 42

State School Aid-unrestricted 666,768 323216 {31.3)

Other 448 455 200,822 (53.2)

Total revenues 6.438,560 6,045,373 (6.1}

Functions/Program Expenses

Instruction 3.034,128 3,103,273 23
Support services 1,479,711 1,470,247 {0.6)
Foad services 250,148 314,653 258
Athletics 153,988 154,627 0.4
Community services 13,539 4,051 {63.4)
Interest Expense 309,812 293,579 {5.2)
Other transactions 114,244 57,603 {301
Depreciation (unallocated) 150,625 255,445 69.6

Total expenses 5.506,197 5.653.778 2.7
Change in net assets & 932,763 $ 395595

As reported in the statement of activities, the cost of all of our governmental activities
this year was $5,653,778. Certain activities were partially funded from those who
benefited from the programs, $184,420, or by other grants and contributions of $601,650.
We paid for the remaining “public benefit” portion of our governmental activities with
$4,730,265 in taxes, $323,216 in State Aid, and with our other revenues of $200.822,
which includes interest and general entitjeinents.




The Dastrict experienced an increase in net assets of $395,595 for the year. The key
reason for the change in net assets was the District’s constraints on spending and
continued watching of its expenditures.

As discussed above, the net cost shows the financial burden that was placed on the State
and the District’s taxpayers by each of these functions. Since property taxes for
operations and unrestricted State Aid constitute the vast majority of District operating
revenue sources, the School Board and Administration must annnally evaluate the needs
of the District and balance those needs with State prescribed available unrestricted
resources.

The Distriet’s Funds

As noted earlier, the District uses fund accounting to help it control and manage money
for particular purposes. Looking at funds helps the reader consider whether the District is
being accountable for the resources taxpayers and others provide to it and may provide
mnore nsight into the Districi’s overal} financial health. The District’s budgets are
prepared according to Michigan law. The most significant budgeted fund is the General
Fund. The General Fund is the main operating fund of the District. All other funds
would be used to account for the proceeds from specific revenue sources that are legalty
restricted fo certain types of expenditures.

As the District completed this year, the governmental funds reported a combined fund
balance 0f $1,274,916, which is an increase of $45,868 from the prior year. The primary
reason for the increase was due to the increase in the fund balance of the General Fund.

Fund Budgetary Highlights

Over the course of the year, the District revises its budget as it attempts to deal with
numerous changes in expected revenues and expenditures. The Uniform Budget Act of
the State of Michigan requires that the Board of Education adopt a budget for the
upcoming school year prior to July 1, which is the start of the new fiscal year. The
District revised its budget three times during the fiscal year. Under normal
crcumstances, the District adjusts its budget to reflect a wide variety of Federal and State
programs, many of which are not finalized until well after the District’s original budget is
required to be adopted.

A schedule showing the District’s original and final budget amounts compared with
amounts actually paid and received is provided in the required supplemental information
of these financial statements. Changes to the general fund budget were as follows:

- Final budgeted revenues were increased by $174,495 over the original budget due
to a better than anticipated rate of interest earned, higher federal grant dollar
allocations, and incoming transfers from the Intermediate School District.

- Final budgeted expenditures increased by $116,403 from the original budget due
to continued expenditure line adjustments, The District added programs back into

the budget after initial reductions due to the higher anticipated revenues.
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Capital Asset and Debt Administration

Capital Assets

At June 30, 2008, the District had $9,501,907 invested in a range of capital assets
including buildings, land, furniture, equipment and vehicles summarized as follows:

June 30, 2007 June 30, 2008 % Change

Building and Improvements 310,352,123 $10,373,557 0.2
Office Equipment 46,392 40,392 -
Equipment 26,122 26,122 -
Classroom Equipment 57,779 57,776 -
Buses 331,075 331,075 -
Vehicles 79,158 84,767 7.1
Land 381,995 381,996 -
Total Capital Assets 11,288,645 11,315,688 0.2
Less: Accumulated

Depreciation (1,658.980) (1,914 425) 13,4
Total capital assets, net $ 0,620.665 % 9.461.263 {(2.4)

Long-term Debt

At June 30, 2008, the long-term debt ending balance was $6,876,872. This was
composed of $5,260,000 in 2002 School Improvement Bonds; $1,670,0600 in 2005 School
Improvement Bonds; ($96,206) in unamortized financing costs; $37,678 of early
retirement incentive liabilities; and $5,400 in accumulated Jeave liabilities, A summary

of the change in long-term debt is as follows:

Beginning New
Balance Debt
$7,452,002 $ 5,400

Pavments

$(580,620)

Ending

_Balance

36,876,872
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Economic Factors and Next Year’s Budgets and Rates

At the time these financial statements were prepared and audited, the District was aware
of a number of circumstances that could significantly affect the financial health of
Frankfort-Elberta Area Schools.

- The current retirement rate is 16.72%. The retivement raie will decrease
to 16.54% in 2008-2009. The retirement system was revalued in the 2006-
07 fiscal year, hence creating a one time revenue source for the Districts.
The restatement leaves a smaller window of smoothing for retirement
valuation costs when market conditions might not be so favorable.
Containment of costs within the retirement system continnes io be a
concern for all Michigan school districts. The artificial reduction in the
rate for the 2006-2007 school year passes along higher increases to future
years.

- Pressures on heaith insurance premiums are a continuing problem. The
District has been experiencing double-digit increases.

- We continue to be very concerned about the State of Michigan’s revenue
picture. The State Aid bill for the 2608-2009 school year gave a modest
increase of about 1% in the student foundation allowance. This increase
will not cover increased costs in staffing, fuel and heating costs.

- We are always seeking additional students to attend the District. Now
more than ever, student count is important. Qur number one revenue
source is from the foundation allowance, which is driven by the number of
students enrolled in the District. The District has made marketing
aftempts o try to maintain thelr student base, as well as to recruit
additional students.

Contacting the School District’s Financial Management

This financial report is designed to provide the District’s citizens, taxpayers, customers,
and investors and creditors with a general overview of the District’s finances and o
demonstrate the District’s accountability for the money it receives. If you have questions
about this report or need additional financial information, please contact Thomas Stobig,
Superiniendent, 534 11™ St., Frankfort, M 49635-9351. We can be reached by
ielephone at (231)352-4641.
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REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

Roard of Education
Frankfort-Elberta Area Schools

We have audited the accompanying financial statements of the governmental activities, each major fund and
the aggregate remaining fund information of the Frankfort-Elberta Area Schools (the “School District”) as
of and for the year ended June 30, 2008, which collectively comprise the School District’s basic financial
statements as listed in the table of confents. These financial statements are the responsibility of the School
Distnct’s management. Our responsibility is to express opinions on these financial statements based on our
audit. The prior year comparative information has been derived from the School District’s financial
statemenis and, in our report dated October 3, 2007, we expressed an unqualified opinion on the respective
financial statements of the governmental activities.

We conducted our audit in accordance with aunditing standards generally accepted in the United States of
America and the siandards applicable to financial audits contained in Government Auditing Standards,
1ssued by the Comptroller General of the United States. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used and
the significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinions.

In our opimon, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, each major fund and the aggregate remaining
fund information of the Frankfort-Elberta Area Schools as of June 30, 2008, and the respective changes in
financial position, thereof for the year then ended in conformity with accounting principles generally
accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated September 19,
2008, on our consideration of the School District’s internal control over financial reporting and on our tests
of its complhance with certain provisions of laws, regulations, contracts and grant agreements and other
matters. The purpose of that report is to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing and not to provide an opinion on the internal control
over financial reporting or on compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Standards and important for assessing the results of our audit.

mMember of

415 Munson Avenue, Post Office Box 347
Traverse City, Michigan 49685-0%47

et 931.946.1792, FAX: 231.946.9762
: CPAMERE(E‘:} 3

NTERNATID www.dancpa.com




Board of Education
Frankfort-Elberta Area Schools
Page 2

The management’s discussion on pages 1 - viii and the budgetary comparison information on page 24, are
not a required part of the basic financial statements but are supplementary information required by
accounting principles generally accepted in the United States of America. We have applied certain limited
procedures, which consisted principally of inquiries of management regarding the methods of measurement
and presentation of the supplementary information. However, we did not audit the information and express
no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the School District’s basic financial statements. The combining non-major fund financial
statements and other supplementary infonmation on pages 26 - 27 are presented for purposes of additional
analysis and are not a required part of the basic financial statements. The combining non-major fund
financial statements have been subjected to the anditing procedures applied in the andit of the basic financial
statements and, in our opinion, are fairly stated in all material respects in relation to the basic financial
statements taken as a whole,

'y o
D%ﬁﬁzﬁ—, . a'/fxfzé—ﬁ%z{j“ L/geigz(z?//f%

September 19, 2008




Frankfort - Elberta Area Schools

STATEMENT OF NET ASSETS

June 30, 2008

(With comparative totals for June 30, 2007)

ASSETS
Current assets
Cash and cash equivalents
Investments
Due from other governments
Inventory

Total current assets

Non-cuorrent assets
Capital assets, net of accumulated depreciation

Total assets

LIABILITIES AND NET ASSETS
LIABILITIES
Current habilities
Accounts payable and accrued expenses
Salaries payable and related expenses
Deferred revenue
Current portion of long-termn debt

Total current liabilities

Non-current portion of long-term obligations

Total liabiiities

NET ASSETS
Invested in capital assets, net of related debt
Resiricted
Debt Service
School-based activities
Capital Projects
Unrestricted

Total net assets

Total liabilities and net assets

The accompanying notes are an integral part of these statements.

Govermmental
Activities

2008 2007
S 111,896 ) 463,118
1,398,746 866,453
95,928 170,700
202,536 199,543
1,809,106 1,609.814
9.401.263 0,626,665

$ 11,210,369

S 11,329.479

$ 98,061 > 78,039
482,635 430,212

- 11,930

573,322 578,820
1,154,018 1,059,001
6.303.550 6,873,272
7,457,568 7.972,273
2,567,469 2,283,141
179,803 200,598
61,849 80,918
116,971 112,672
826,709 670,877
3,752,801 3,357,206

5 11,210,369 3 11.329479
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Frankfoert - Elberta Area Schools

BALANCE SHEET - GOVERNMENTAL FUNDS

June 30, 2008

(With comparative totals for June 30, 2007)

2002 Debt Other Total Governmenial
General Building Service  Governmental Funds
Fund Trades Fund Funds 2008 2007
ASSETS
Cash and cash equivalens $ 91685 § 20,006 § - % 105§ 111,806 § 463,118
Investments 1,055,466 - 179,311 163,969 1,398,746 864,453
Due from other governments
and other receivables 86,300 - - 0,619 05928 170,700
Due from other funds 179,976 - 373 8,459 189,810 180,476
Inventories - supplies and materials - 200,810 - 1,726 202,536 199.543
Toial assets $1413436 $220916 3179686 $ 184878 $1.998916 $1,880.290
LIABILITIES AND FUND BALANCES
LIABILITIES
Accounts payable and accrued expenses  § 534,190 $ - % - % - § 334100 % 458836
Due to other funds 9,456 176,976 - 375 189,810 180,476
Deferred revenue - - - - 11,930
Total liabilities 545,646 179,976 - 375 724,000 651,242
FUND BALANCES
Reserved for school-based activities - - - 19,183 19,183 (118,625)
Reserved for Capital Projects - - - 116,971 114,971 112,672
Reserved for Debt Service - - 175,686 45,623 228,309 256,013
Reserved for Invensories - 404,540 - 1,726 42,666 199,543
Umnreserved
General Fund 869,787 - - - 869 787 776,445
Total fond balances 869,787 40,940 179,686 184,503 1,274,916 1,229,048

Total Habilities and fund balances $1413436  $2209j6 5170686 § 184878

Recenciliation of Governmental Fund Balances to District-Wide Government Activities Net Assets

Amounts reported for governmental activities in the statement of net assets are different becanse:

Capital assets used in governmental activities are not financial resonrces and, therefore, are not
reported as assets in governmental funds. The cost of the assets is $11,315,688 and the
accumulated depreciation is §1,914,425. 9.401,263 9,629,665

Long-term liabilities, including bonds payable, are not due and payable in the current period and,
therefore, are not reported as liabilities in the funds. Long-term liabilities at year-end consist of:

Bonds payable  (6,930.000)  (7.460.000)

Unamortized financing costs 96.206 113,476

Accrued interest on bonds (46,306) (45.415)

Accrued early retirement incentive liability (37,678) (102,268)
Accomulated leave liability {5,400) {3.300)

Total net assets - governimental activities 5 3,752,801 $3.357.206

The accompanying notes are an integral part of these financial statements. -6~
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Frankfort - Elberta Area Schools

RECONCILIATION OF THE GOVERNMENTAL FUNDS STATEMENT
OF REVENUES, EXPENDITURES AND CHANGES IN FUND
BALANCES WITH THE DISTRICT-WIDE STATEMENT OF ACTIVITIES

Year Ended June 30, 2008
(With comparative totals for June 30, 2007)

2008 2607

Total net change in fund balances - governmental funds $ 45,868 5 347,592
Amounts reporied for governmental activities in the statement of activities are different because:

Capital outlays to purchase or build capital assets are reported in the governmental funds as
expenditures. However, for govemmental activities those costs are shown in the statement and
allocated over their estimated useful lives as annual depreciation expenses in the statement of
activities. This is the amount by which capital outlays exceeds depreciation in the period.

Capital outlays § 27,043
Depreciation expense (255,445)  (228,402) {2,181

In the statement of activities, certain operating expenses - compensated absences -
are measured by the amounts cared during the year. In the governmenta] funds: however,
expenditures for these items are measured by the amount of financial resources used
{essentially, the amounts actually paid). This year, there were $3,300 compensated absences
paid cut and another $5,400 eaimed. (2,100} 1,500

In the statement of activities, certain operating expenses - early retirement incentives -
are measured by the amounis earned during the year. In the governmental funds: however,
expenditures for these items are measured by the amount of financial resources used
(essentially, the amounts actally paid). This year, early retirement incentive benefits
paid out were 564,590 and no additional incentives were eamed. 64,590 91,502

Repayment of bond principal is an expenditure in the governmental fundg, but it reduces
long-term liabilities in the statement of net asseis and does not affect the statement of

activities. 536,000 510,004

Amontization of deferred financing costs. (17270}~ (18,263)

Interest on long-term debt in the statement of activities differs from the amount reported in
the governmental funds, becanse interest is recorded as an expenditure in the funds when
1t is due, and thus requires the use of curent financial resources. In the statement of
activities; however, interest expense is recognized as the interest accmes, regardless
of when it is due. The reduced amount of interest reported in the statement of activities is
the net resuit of the decrease in accrued interest on bonds pavable. 2,909 2613

Change in net assets of governmental activities §395,595  § 932,763

The accompanying notes are an integral part of these financial statements. -8-




Frankfort - Elberta Area Schools
STATEMENT OF FIDUCIARY NET ASSETS

June 30, 2008
(With comparative totals for June 30, 2007)

Agency Funds

2008 2007

71,356 $ 74,361

ASSETS

Cash and cash equivalents )
LIABILITIES

Due to student groups 8

71,396 $ 74,391

The accompanying notes are an integral part of these financial statements.




Frankfort - Elberta Area Schools

NOTES TO FINANCIAL STATEMENTS

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Introduction

Frankfort-Eiberta Area Schools (the “School District™) is a Michigan public school district consisting of
one elementary school and a junior and senior high school. The School District primarily serves the
Benzie County area. As of June 30, 2008, the School District employed 43 professional staff and 20
non-professional staff and has approximately 545 students enrolled within its School District.

The accounting policies of the School District conform to generally accepted accounting principles as
applicable to governments. The School District is considered to be a local government unit.

The accounting and reporting framework and the more significant accounting principles and practices of
Frankfort-Elberta Area Schools are discussed in subsequent sections of this note. The remainder of the
notes are organized to provide explanations, including required disclosures, of the School District’s
financial activities for the fiscal year ended June 30, 2008.

The Financial Reporting Entity

Frankfort-Elberta Area School’s Board of Education (the “Board™} is the basic level of government
which has oversight responsibility and control over all activities related to the public school education.
The Board receives funding from local, State and Federal governmental sources and must comply with
the concomitant requirements of these funding source entities. However, the Board is not included in
any other governmental "reporting entity" as defined in Governmental Accounting Standards Board
("GASB?") Statement No. 14, since Board members are elecied by the public and have decision-making
authority to levy taxes, the power to designate management, the ability to significantly influence
operations and primary accountability for fiscal matters. In addition, under the criteria of the GASB
pronouncements, student, parent and teacher organizations are not included, except to the extent that the
schools hold assets in the capacity of an agent.

Government-Wide and Fund Financial Statements
Governmeni-Wide Financial Statements

The statement of net assets and statement of activifies display information about the School District as a
whole, except for its fiduciary activities. Individual funds are not displayed.




NOTES TO FINANCIAL STATEMENTS - Continued

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

The statement of activities reports the expenses of a given function offset by program revenues directly
connected with the functional prograni. A function is an assembly of similar activities and may include
portions of a fund or suminarize more than one fund to capture the expenses and program revenues
associated with 2 distinet functional activity. Program revenues include: (1) charges for services which
report fees, fines and forfeitures, and other charges to users of the School District’s services: (2)
operating grants and contributions which finance annual operating activities including restricted
investment income; and (3) capital grants and contributions which fund the acquisition, construction or
rehabilitation of capital assets. These revenues are subject to externally imposed restrictions to these
program uses. Taxes and other revenue sources not properly included with program revenues are
reported as general revenues,

Fund Financial Starements

The balance sheet and statement of revenues, expenditures and changes in fund balances (i.e., fund
financial statements) for the School District’s governmental funds are presented afier the government-
wide statements. These statements display information about major funds individually and non-major
funds in the aggregate for govemmental funds. Major funds are generally those that represent 10% or
more of governmental fund assets, liabilities, revenues or expenditures.

Measurement Focus, Basis of Accounting and Financial Statement Presentation

The financial statements of the School District are prepared in accordance with generally accepted
accounting principles (“GAAP™). The School District’s reporting entity applies all relevant
Governmental Accounting Standards Board (“GASB™) pronouncements and applicable Financial
Accounting Standards Board (“FASB”) pronouncements and Accounting Principles Board (“APB”)
opinions issued on or before November 30, 1989, unless they conflict with GASB pronouncements. The
School Distniet’s reporting entity does not apply FASB pronouncements or APB opinions issued after
November 30, 1989,

The government-wide staternents report using the economic resources measurement focus and the
accrual basis of accounting generally including the reclassification or elimination of internal activity
(between or within funds). Reimbursements are reporied as reductions to expenses. Fiduciary fund
financial statements also report using this same focus and basis of accounting, although internal activity
is not eliminated in these statements. Revenues are recorded when earned and expenses are recorded
when a liability is incurred, regardless of the timing of related cash flows. Property taxes are recognized
in the year for which they are levied while grants are recognized when grantor eligibility requirements
are met.

Govemmental fund financial statements report using the current financial resources measurement focus
and the modified accrual basis of accounting. Revenues are recognized when they are both measurable
and available. Available means coliectibie within the current period or soon enough thereafter to pay
current liabilities. The School District consjders revenues to be available if they are collected within 60
days of the end of the fiscal year. Expenditures are recorded when the related fund liability is incurred,
except for general obligation bond principal and interest which are reported as expenditures in the year
due.

~11-



NOTES TO FINANCIAL STATEMENTS - Continued

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Major revenue sources susceptible to accrual include property taxes, intergovernmental revenues and
mvestment income. In general, other revenues are recognized when cash is received,

Fund Types and Major Funds
Activities in Major Funds

The General Fund is the general operating fund of the School District. 1t is used to account for all
financial resources except those required to be accounted for in another fund.

The Building Trades Fund is a Special Revenue Fund used to account for financial resources used to
construct homes for resale and proceeds from the sale of the homes.

The 2002 Debt Service Fund is used to account for the accumulation of resources for and the payment
of, bond principal, interest and related costs.

Other Governmental Funds

The Special Revenue Funds are used to account for the proceeds of specific revenue sources that are
legally restncted to expenditures for special purposes. The Food Service and Athletic Funds are
accounted for as Special Revenue Funds.

The 20035 Debt Service Pund is used to account for the accumulation of resources for, and the payment
of, bond principal, interest and related costs.

The Capital Projects Funds are used to account for financial resources to be used for the acquisition or
construction of major capital facilities.

Fiduciary Fund Types

Agency Fund

The Agency Fund accounts for assets held by the School District as an agent for individuals, private
organizations, other governments or other funds. Agency Funds are custodial in nature (assets equal
liabilities) and do not involve measurements of results of operations. The Student Activity Fund is an
Agency Fund.

Cash and Investinenis

The School District reporting entity considers highly Hquid investments (including restricted assets) with
an ongmal maturity of three months or less when purchased to be cash equivalents.

-i2-



NOTES TO FINANCIAL STATEMENTS - Continued

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Investinents are reported at fair value which is determined using selected bases. Short-tenm investments
are reported at cost, which approximates fair value. Cash deposits are reported at carrying amount,
which reasonably estimates fair value.

Inventories

Inventories in governmental funds consist of expendable supplies held for consumption stated on a first-
n, first-out basis and homes constructed for resale. They are reported at cost, which is recorded as an
expenditure at the time individual inventory items are used or sold.

Capital Assets

Capital assets are recorded at cost or, if donated, the fair value at the time of donation. Capital assets are
depreciated over their estimated useful lives ranging from 3 to 50 years. The School District generally
capitalizes assets with cost of $5,000 or more as purchase and construction outlays occur. No
depreciation is recorded on land. Expenditures for major renewals and betterments that extend the
useful lives of the capital assets are capitalized. Expenditures for maintenance and repairs are charged to
current expenditures as incurred. Depreciation is computed using the straight-line method. When
capital assets are disposed, the cost and applicable accumulated depreciation are removed from the
respective accounts and the resulting gain or loss is recorded in operations.

Estimated useful lives, in years, for depreciable assets are as follows:

Buildings 25-50
Improvements, other than buildings 13-20
Vehicles 7-10
Fumniture, machinery and equipment 3-20

Long-Term Debt, Deferred Debt Expense and Bond Discounts/Premiums

in the govemment-wide financial statements, outstanding debt is reported as a liability. Bond issuance
costs, bond discounts or premjums, and the difference between the reacquisition price and the net
carrying value of refunded debt are capitalized and amortized over the terms of the respective bonds
using a method that approximates the effective interest method.

The governmental fund financial statements recognize the proceeds of debt and premiums as other
financing sources of the current period. Issuance costs are reported as expenditures.

Fund Eguity

The governmental fund financial statements report reserved fund balances for amounts not available for
appropriation or legally restricted for specified purposes.

-13-



NOTES TO FINANCIAL STATEMENTS - Continued

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued
Encumbrance Accounting

The School District formally records encumbrances in the accounting records during the year as a
normal practice. In accordance with generally accepted accounting principles, outstandin g
encumbrances at year-end for which goods or services are received are reclassified as expenditures and
accounts payable. All other encumbrances in the annual budgeted funds are reversed at year-end and are
cither canceled or are included as reappropriations of fund balance for the subsequent year.

Use of Estimates in the Preparation of Financial Statements

The preparation of financial statements in conformity with generaily accepted accounting principles
requires management to make estimates and assumptions that affect the reported amounts of assets and
habilities and disclosure of contingent assets and liabilities at the date of the financial statements and the
reported amounts of revenues and expenses during the reporting period. Actual amounts could differ
from those estimates.

Allocation of Expenses

The School District reports each fanction’s direct expenses, those that are specifically associated with a
service, program or department and, thus, are clearly identifiable to a particular function.

The School District has elected to not allocate indirect expenses.

Program Revenues

Program revenues derive directly from the program itself or from outside parties for the restricted use in
a particular program. On the statement of activities, program revenues reduce the net cost of the varions

functions to reflect the amount which is financed from the School District’s general revenues.

The School District’s most significant program revenues are Title I, At-Risk and School Lunch
Programs, which are reported as operating grants and coniributions.

Spending Policy

The School District’s policy is to apply restricted revenues first when an expense is incurred for
purposes when both restricted and unrestricted net assets are available.




NOTES TO FINANCIAL STATEMENTS - Continued

NOTE B - BUDGETARY POLICY AND PRACTICE

Excess of Expenditures over Appropriations in Budgeted Funds

Michigan Public Act 621 of 1978 provides that a local unit shall not incur expenditures in excess of the
amounts appropriated. During the year ended June 30, 2008, the School District was in compliance with
the Act.

NOTE C - CASH AND INVESTMENTS

At June 30, 2008, the School District’s cash and investments included the following:

Balance Sheet Classification

Cash and Equivalents [nvestments Total
Bank deposits and cash on hand $111,8%6 $ - $ 111,866
CD, bond and money market
mvestments 71,396 492,775 564,171
Investment pools - 905,97 905.971
$183.292 $1.398.746  $1.582,038

Custodial Credit Risk - Deposits

In the event of a bank failure, the School District’s deposits may not be returned to it. As of June 30,
2008, $180,502 of the School Dastrict’s cash and investments was insured. The remaining bank balance
of $322,990 was exposed to custodial credit risk because it was uninsured and uncollateralized.

Investinents

Michigan law permits investments in the following vehicles:

1.

o

do tod

o

Bonds and other obligations of the United States Government.

Certificates of deposit and savings accounts of banks or credit unions who are
members of the FDIC and FSLIC, respectively.

Certain comimercial paper.

Umited States Govemment repurchase agreements.

Banker's acceptance of United States banks.

Certain mutval funds.




NOTES TO FINANCIAL STATEMENTS - Continued

NOTE C - CASH AND INVESTMENTS - Continued

Investment Maturities (in vears)
Investment Type Fair Value Current 1-5 6-10 More than 10

5 - § -

Money market accounts § 4962775 $ 492775
Investment pools 005.971 905,971

$ -
51,398,746 $1.398.746 3 - $ - S -

Interest Rate Risk

in accordance with the School District’s investment policy, the School District will minimize interest
rate risk, which is the risk that the market value of securities in the portfolio will fall due to changes in
market interest rates, by: structuring the investment portfolio so that securities mature to meet cash
requirements for ongoing operations, thereby avoiding the need to sell securities in the open market;

and, investing operating funds primarily in short-term securities, liquid asset funds, money market funds,
ot similar investment pools and limiting the average maturity in accordance with the School District’s
cash requirements.

Credir Risk

State law limits investments in commercial paper and corporate bonds to a prime or better rating issued
by nationally recognized rating organizations. The School District has no investment policy that would
further limit its investment choices. The School District’s invesiments in the MILAF and Government
Sponsored Enterprises investment pools were rated AAAm and AAA, respectively, by Standard &
Poor’s.

NOTE D - RECEIVABLES, UNCOLLECTIBLE ACCOUNTS AND DEFERRED REVENUE

Property Taxes Receivable, Deferred Revenue and Property Tax Calendar

Property taxes are levied, billed and attached as enforceable liens on July 1 of the School District’s fiscal
year. Townships within the School District collect and remit taxes until September 15, at which time the
uncollected real property taxes are turned over to the counties as delinguent. Delinguent real property
taxes are funded by the county and remitted to the School District, Delinquent personal property tax
remains a receivable until collected from the taxpayer by the townships and remitted to the School
District. In the governmental fund financial statements, if delinquent taxes are not paid within 60 days
of year-end, they are recorded as deferred revenue. In the government-wide financial statemnents,
property taxes receivable and related revenue include all amounts due the School District regardiess of
when cash is received. Over time, substantially all property taxes are collected.

During the fiscal year, $18.00 per $1,000 of equalized non-homestead property value in the School
District of $225,006,257 was levied for general operating purposes. For Debt Service purposes, $2.20
per $1.000 of equalized homestead and non-homestead property value in the School District of
$345,511,786 was levied.

-16-




NOTES TO FINANCIAL STATEMENTS - Continued

NOTE D - RECEIVABLES, UNCOLLECTIBLE ACCOUNTS AND DEFERRED REVENUE -
Continued

Intergovernmental Receivables and Deferred Revenue

Intergovernmental receivables are primarily comprised of amounts due from the State and Federal
governiments. Revenue is recorded as earned when eligibility requirements are met. Grant revenues
deferred in the governmental fund financial statements include unearned revenue and revenue received
more than 60 days following year-end (unavailable to pay liabilities of the current period). Deferred
revenue received afier 60 days is fully recognized as revenue in the government-wide statements if
grantor eligibility requirements are met.

Amounts due from other governments at June 30, were as follows:

2008 2007

Due from the State of Michigan
State Aid $85,476 $118,304
Due from Federal grants - 27,383
Due from townships - property taxes 833 2,860
Other receivables 9.619 22.153
395,928 170,700

NOTE E - INVESTMENTS IN CAPITAL ASSETS
Investments in capital assets consisted of the following:
Balance Balance

June 30, 2007 Additions Deleiions June 30. 2008

Building and improvements  $10,352,123 $ 21,434 $ - $10,373.557
Office equipment 40,392 - - 40,392
Equipment 26,122 - - 26,122
Classroom equipment 537,779 - - 57,779
Buses 331,075 - - 351,075
Vehicles 79158 5.609 - 84.767
Total 10,906,649 27,043 - 10,933,692
Less accumulated depreciation  (1,658,980) (255,445} - (1,914,425)
Land 381.996 - - 381.996
Total capital assets, net  §_9.629,665  $(228.402) § - $ 9.401.263

Depreciation expense of $255,445 was unaliocated.

-17-




NOTES TO FINANCIAL STATEMENTS - Continued

NOTE F - LONG-TERM LIABILITIES

Changes in long-term debt during the year ended June 30, 2008 were as follows:

Beginning New Ending Current
Balance Debt Pavments Balance Portion

General obligation bonds $7,460,000 §

$(5306,000} $6,930,000  $550,000

Unamortized financing costs (113,476} - 17,270 {96,206} {16,156)
Farly retirement incentive 102,268 - (64,590) 37,678 37,678
Compensated absences 3,300 5.400 (3.300) 5.400 1,800
Long-term debt
at June 30, 2008 37,452,092 35400  $(580,620) 56,876,872 §573.322

Payments on general obligation bonds are made by the Debt Service Fund. The early retirement
incentive and accumulated leave liability will be liguidated primarily from the General Fund.

At June 30, 2008, the School District's long-term debt consisted of the following:

2002 School Improvement Bonds. Due in annual installments
of $295,000 to $685,000 through May 1, 2017; average interest
rate 0f 4.05%. $5,260,000

2005 School Improvement Bonds. Due in annual installments
of $65,000 to $160,000 through May 1, 2024; average interest

rate of 4.23%. 1,670,000
Unamortized financing costs. {96,206)
Early retirement incentive liability, due July 1, 2008. 37,678

Accumulated leave lability.,

5400
Total long-term debt 36,876,872

Total annual requirements to amortize bonds as of June 30, 2008 were as follows:

Years Ending
June 30 Principat Intevest
2009 $ 550,000 § 279,035
2010 575,000 259,963
2011 600,000 239,007
2012 625.000 216,076
2013 655,000 191,628
2014-2018 3,025,000 529,752
2016-2023 740,060 130,806
2024 160.000 6.880
Totals $6,930.000 51,853,141

-18-




NOTES TO FINANCIAL STATEMENTS - Continued

NOTE F - LONG-TERM LIABILITIES - Continued

Interest expense for the year ended June 30, 2008 was $203,579 and interest paid for the year ended
June 30, 2008 was $296,488.

NOTE G - RISK MANAGEMENT

The School District is exposed to various risks of loss related to torts; theft of, damage to and destruction
of assets; errors and omissions; injuries to employees; unemployment benefits; and natural disasters.

The School District manages its risk exposures and provides certain employee benefiis through a
combination of self-insurance and risk management pools.

The School District pays unemployment claims on a reimbursement basis.

The School District participates in SET-SEG’s risk management pools for worker’s compensation
claims, liability insurance and errors and omissions coverages. SET-SEG was established pursuant to
laws of the State of Michigan which authorize local units of govemnment to jointly exercise any power,
privilege or authority which each might exercise separately. The purpose of SET-SEG is to provide
cooperative and comprehensive risk financing and risk control services. SET-SEG provides risk
management, underwriting, reinsurance and claim review and processing services for all member
governments pursuant to its charter.

The School District makes annual contributions to SET-SEG based on actuarial studies using historical
daia and insurance industry statistics. These contributions are paid from the General Fund. Such
contributions as received by SET-SEG’s General Fund are expended for reinsurance coverage, claim
payments and certain general and administrative costs, whereas resources in the Member Retention Fund
are used for loss payments and defense costs up to the member’s self-insurance retention limits along
with certain other member-specific costs. Any refunds from SET-SEG are deposited in the School
District’s General Fund.

NOTE H - BALANCES AND TRANSFERS/PAYMENTS WITHIN THE REPORTING ENTITY
Receivables and Payables
Outstanding balances between funds reporied as “due to/from other funds™ include outstanding charges

by one fund to another for services or goods, subsidy commitments outstanding at year-end and other
miscellaneous receivables/payables between funds.

-10-



NOTES TO FINANCIAL STATEMENTS - Continued
NOTE H - BALANCES AND TRANSFERS/PAYMENTS WITHIN THE REPORTING ENTITY -
Continued

Interfund recetvables and payables as reported in the governmental fund financial statements at
June 30, 2008 were as follows:

Interfund Interfund
Fund Receivable Pavable
Major Funds

General Fund $179,976 $ 9,459
2602 Debt Service Fund 375 -
Building Trades - 179,976

Other Governmental Funds
2005 Debt Service Fund - 375
Food Service 9.459 -
$189,810 $189.810

Transfers and Payments

Transfers and payments within the reporting entity are substantially for the purposes of subsidizing
operating functions, funding capital projects and asset acquisitions or maintaining debt service on a
routine basis. Resources are accumulated in a fund to support and simplify the administration of various
projects or programs.

The government-wide statement of activities eliminates transfers as reported within the segregated
governmental and business-type activities columns. Only transfers between the two columns appear in

this statement.

The following schedule reports transfers and payments within the reporting entity:

Transfer in Amount Transfers out
Major Governmental Funds Other Governmental Funds
2002 Debt ServiceFund  § 7,330 2002 Capital Projects Fund
Other Governmental Funds Major Governmental Funds
Athletic Fund 112,434 General Fund

$119,764




NOTES TO FINANCIAL STATEMENTS - Continued

NOTE 1- PENSION PLAN

The School District contributes to the Michigan Public School Employees' Retirement Systems
("MPSERS"), a cost-sharing multiple-employer defined benefit pension plan administered by the State
of Michigan, Department of Management & Budget, Office of Retirement Services ("ORS "}. MPSERS
provides retirement, disability, death and post-employment health benefits to plan members and
beneficiaries. Member Investiment Plan ("MIP") participants receive enhanced benefits compared to
Basic Plan participants. Benefits are safegnarded by Article I, Section 24 of the Michigan
Constitution. Public Act 300 of 1980, as amended, assigns authority to establish and amend benefit
provisions to the State Legislature. MPSERS issues a publicly avaiiable financial repost that inciudes
financial statements and required supplementary information. That report may be obtained by writing fo
MPSERS, P.O. Box 30171, Lansing, M1 48909-7671, by calling (517) 322-5103 or on the State of
Michigan's website at www.Michigan.gov.

Funding Policy

Plan members who participate in MIP are required to contribute 3.0% to 4.3% of their annual covered
salary; plan members who participate in the Basic Pian may not contribute to the plan: and the School
District is required to contribute at an actuarially determined rate using the entry age actuarial cost
method. The rate was 17.74% for July 1, 2007 through September 30, 2007 and 16.72% for October 1,
2007 through June 30, 2008 of annual covered payroll. The contribution requirements of plan members
and the School District are established and may be amended by the State Legislature. The School
District’s contributions to MPSERS for the vear ended June 30, 2008, 2007 and 2006 were $405.240,
$442,020 and $450,882, respectively, equal to the required contribution for each vear.

Post-Employment Benefits

Under the MPSERS Act, ail retirees participating in the MPSERS pension plan have the option of
continving health, denta] and vision coverages. Retirees having these coverages contribute an amount
equivalent to the monthly cost for Part B Medicare and 10% of the monthly premium amount for the
health, dental and vision coverages. Required contributions for post-employment health care are
included as part of the School District’s total contribution to the MPSERS plan discussed above.

NOTE J - COMMITMENTS AND CONTINGENCIES
Collectively Bargained Employment Agreements
The teachers of the School District are organized under the Frankfort-Elberta Education Association.

The Board of Education and the Frankfort-Elberta Education Association have a contract from
September 1, 2007 through August 31, 2009.

The Support and Food Service personnel at the School District are organized under the Frankfort-Elberta
Educational Support Personnel Association. The Board of Education and the Frankfort-Elberta
Educational Support Personnel Association have a contract from August 26, 2007 through june 30,
2009.




NOTES TO FINANCIAL STATEMENTS - Continuned

NOTE J- COMMITMENTS AND CONTINGENCIES - Continued
Federal and State Grants

In the normal course of operations, the School District receives grant funds from various Federal and
State agencies. The grant programs are subject to audit by agents of the granting authorities, the purpose
of which is to ensure compliance with conditions precedent to the granting of funds. Any liability for
reimbursement which may arise as the result of these audits is not believed to be material.




REQUIRED SUPPLEMENTARY INFORMATION
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COMBINING FINANCIAL STATEMENTS OF
NON-MAJOR GOVERNMENTAL FUNDS



SEOPOT $ 8881l § 8669  § [L6'9LL $ - b - § - by 60607 § SIQUETE( pUO} puE salll|lqer] {810 ],
0Z$Tal €05 ¥81 £T9'0Y 126911 - - - 60607 SRR PUARY RO ],
16g 9ZLT - - - - - 9L SALIOJUIANU] 10) PAAIISY
0L8'6€ £79°9p £T99p - - - - - 2NAIDG 1D(] 10] PRAIISAY
TLYTEI [L691L - 146911 - - - - syoafor feinde) Jof partasay
L89'6¢E £81'61 - - - - - 9161 RANTAYIR PASRY-{OOYIS 10] PIALISIY
SHIONVIVE AN
SIrel CLE Gl - - - - - sanlfiqerf elo
052 §LE sLt - - - - - spuny oo o) an(y
cog'rL % - § - $ - $ - $ - $ - 4 - § sasuadxa panmoe pue spqesed sjunoosny
SHLEITIavIt
SHINVIVL AN ANY SALLITTEVIT
SEIVOT $ L8l § 8669y 9§ 146911 $ - $ " $ - 3 6060 $ E)asse 219,
162 97L°l - - - - - 9z7L41 gpepsarew pie safpldas - sanojpaug
- 651'6 - - . - - 65t'6 SpUnj JOYI0 wolf angg
£30°L 6196 - - - - - 6196 SHQPARIL IAHO
PUE S)UAWITIAAGT JY|0 oIy an(|
L8LPTI 696°€91 86691 1L6'911 - - - - SJUUISIAU]
vLVCL % 01 g - $ - g - g - g - g SOl ¢ siuapeaIla 4ses pue [yse)
SLHSSY
£00T 8002 £00t atuaaosdurf §00Z 00T SOHAY 9JIAISE POO,[
Spun.J [EIAWLISAC MR
Hofepy-TIoN [R10] spun,| puny s1oaforg eiden §pIn,] NUIAIY fr1adS

201AIG 1G3(]

(£007 ‘0§ auny 10§ syejot aaneedwod yirp)
8002 “0¢ dung

SANNA TY.LNHANITAOD YOI VIA-NON - LIFHS GONVTVE DNINITNOD

S[00YIS BAAY BLIAqQLH - JIoPue.Ly



{
ot
t
0TSZ6l  § £05°PR1 §  €v9r § ILearr § 0 - $ - £ - $ 6060z % 1eag jo pua ‘aaur|eq pung
98t SrlL 075761 0L8'6E PIETTL 8 0s¢ PIF'S pSSTE Jteak Jo FuiuiBaq *2oueteq pung
Peo'Ly (L1083} £51°9 LE9'Y €)) (05¢) {(FTr'y) (s¥9'01) (SASN) STUNOS HNIINVNEL HTHLO ANV
SHUNLIANTIKH (UAAND) UAAO SUANTATH
967611 PO1S0OIL - - - {0g¢*L) gxad il - {525n0) 2301008 SuULdURL] 10 1N
- (T - - - {0re's) - - o s1ajsuen dunesado
967°6L1 il - - - - popTLL - ut siajsuer Sunerad()
(5950} 5231n08 FuloteUul] IO
(Tyr'zel) (rersen €549 LS9 (8) 0869 (8580T1) (sp9°01) STUNELIANIAXA
CHAANN) AHAOQ SANNFATYH
STE'LFS LSYF09 OrLpel - Iz - CO0'sSl 126'p[¢ samipiadys (maf,
098 £99 - - iz - $LE 897 Aepna [ede)
SLYIL £LE'60 SEC'60 - - - - - 183190t
00069 000°59 00059 - - - - - [edioutiy
AALG 1Y
1274 SLE SLt - - - - - 5U0TIeSURL) JALI0)
886'C51 LTSI - - - - LTYPST - sauafily
P10z £59°pi¢ - - - - - £CO'pIg $331AI3G POO.L
samjpuadxy
£99°60F YES 6t 0P [Pl LS9Y £l 0860 Lhive 9L P0¢E SINUIAIN (RI0],
£€£¢'601 9z0' 10T - - - 8.8 LPI'PE (0ot el Uls;
FO9'511 sl - - - - - gpeCTl SAnUAAAN [RISPA,]
Th9'el LT6'81 - - - - - L7681 S2NUAAJL JIRIS
PrLL SO0°8 £€2'E LS9 €1 Zo1 - - 1Sasauy
oreeyl  $ x| $ 0€T'gEL % - 3 - $ - $ - § - g saxe) Kuodolg
SANUIAIY
LOOT 800T 00T ataaosdu SO0T 00T SRV ARG poog
SpuiLy (BIUALUILIIADE) aqng
Tolepy-Top (Mo, spin.| Spun,[ $330(01] [2lde) Spun.[ otuaAdyY |ewadg

20ALaS 1gaq
(£007 “0¢ 2un[ 10] symo) eaneredwos qiea )
800T ‘0F dun( papus 163§

SANNA TVINTANATAOD HOIVIN-NON -~ SHONVTVE INNT NI
STONVHD ANV STANLIANTIXH ‘SANNIATY A0 INTWILVLS DNINTGWNOD

S[OOT[IS BAXY BT - JIOJUC.L{



Busimess ard Financial Achasors
Our clients” suceess - owr business

DENNIS, GARTLAND & NIERGARTH

Shizily &, edioo, O
Eeidl v Wende!, (94

REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON
COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF
FINANCIAL STATEMENTS PEFORMED IN ACCORDANCE WITH

GOVERNMENT AUDITING STANDARDS

Roard of Education
Frankfort-Eiberta Area Schools

We have audited the financial statements of the governmental activities, each major fund and the aggregate
remaining fund information of the Frankfort-Elberta Area Schools (the “School District™) as of and for the
year ended June 30, 2008, which collectively comprise the School District’s basic financial statements and
have issued our report thereon dated September 15, 2008. We conducted our audit in accordance with
auditing standards generally accepted in the United States of America and the standards applicable to
financial audits contained in Government Auditing Standards, issued by the Comptroller General of the
United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the School District's intemal control over financial
reporting as a basis for designing our anditing procedures for the purpose of expressing our opinions on the
financial statements, but not for the purpose of expressing an opinion on the effectiveness of the School
District's internal control over financial reporting. Accordingly, we do not express an opinion on the
effectiveness of the School District's internal control over financial reporting,

A control deficiency exists when the design or operation of a control does not allow management or
employees, in the nommal course of performing their assigned functions, to prevent or detect misstatements
on a timely basis. A significant deficiency is a control deficiency, or combination of control deficiencies,
that adversely affects the School District's ability to initiate, authorize, record, process or report financial
data reliably in accordance with generally accepted accounting principles such that there is more than a
remote likelihood that a misstatement of the School District's financial statements that is more than
inconsequential will not be prevented or detected by the School District's internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that resulis in
more than a remote likelihood that a maierial misstatement of the financial statements will not be prevented
or detected by the School District's internal control.

Member of
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Board of Education
Frankfort-Elberta Area Schools
Page 2

Our consideration of internal control over financial reporting was for the limited purpose described in the
first paragraph of this section and would not necessarily identify all deficiencies in internal control that
might be significant deficiencies or material weaknesses. We did not identify any deficiencies in internal
control over financial reporting that we consider to be material weaknesses, as defined above.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the School District’s financial statements are free
of material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts and grant agreements, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing an opinion on comphance with those
provisions was not an objective of our audit and, accordingly, we do not express such an opinion. The
results of our tests disclosed no instances of noncompliance or other matters that are required to be reported
under Government Auditing Standards.

We noted certain matters that we reported to management of the School District in a separate leter dated
September 19, 2008.

This report is intended solely for the information and use of the Board of Education, management, Michigan

Department of Education, Federal awarding agencies and pass-through entities and is not intended to be and
should not be used by anyone other than these specified parties.

; (7 -
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September 19, 2008
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AUDIT-RELATED COMMUNICATIONS

To the Board of Education
Frankfort-Elberta Area Schools

We have audited the financial statements of the governmental activities, each major fund and the
aggregate remaining fund information of Frankfort-Elberta Area Schools (the "School District")

for the year ended June 30, 2008, and have issued our report thereon dated September 19, 2008.

Professional standards require that we provide you with the following information related to our
audit:

Our Responsibility under U.S. Generally Accepted Auditing Standards and Government
Auditing Standards

As stated in our engagement letter dated July 23, 2008, our responsibility, as described by
professional standards, is to express opinions about whether the financial statements prepared by
management with your oversight are fairly presented, in all material respects, in conformity with
U.S. generally accepted accounting principles. Our audit of the financial statements does not
relieve you or management of your responsibilities.

Our responsibility is to plan and perform the audit to obtain reasonable, but not absolute,
assurance that the financial statements are free of material misstatement.

We are responsible for communicating significant matters related to the audit that are, in our
professional judgment, relevant to your responsibilities in overseeing the financial reporting
process. However, we are not required to design procedures specifically to identify such
matters.

Compliance

As part of obtaining reasonable assurance about whether the financial statements are free of
material misstatement, we performed tests of the School District's compliance with certain
provisions of laws, regulations, contracts, and grants. However, the objective of our tests was
not to provide an opinion on compliance with such provisions.

Member of
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Internal Controls

As part of our audit, we considered the internal control of the School District. Such
considerations were solely for the purpose of determining our audit procedures and not to
provide any assurance concerning such internal control.

Our consideration of internal control was for the limited purpose described in the preceding
paragraph and would not necessarily identify all deficiencies in internal control that might be
significant deficiencies or material weaknesses. However, as discussed below, we identified
certain deficiencies in internal control that we consider to be significant deficiencies or material
weaknesses.

A control deficiency exists when the design or operation of a control does not allow management
or employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. A significant deficiency is a control deficiency, or a
combination of control deficiencies, that adversely affects the School District's ability to initiate,
authorize, record, process or report financial data reliably in accordance with generally accepted
accounting principles such that there is more than a remote likelihood that a misstatement of the
School District's financial statements that is more than inconsequential will not be prevented or
detected by the School District's internal control.

A material weakness is a significant deficiency, or a combination of significant deficiencies, that
results in more than a remote likelihood that a material misstatement of the financial statements
will not be prevented or detected by the School District's internal control.
We consider the following deficiencies to be a material weakness in internal controls:

None Noted
We consider the following deficiencies to be significant deficiencies in internal control:

None Noted

Planned Scope and Timing of the Audit

We performed the audit according to the planned scope and timing previously communicated to
you in our meeting about planning matters on August 11, 2008.

Qualitative Aspects of Accounting Practices

Management is responsible for the selection and use of appropriate accounting policies. The
significant accounting policies used by Frankfort-Elberta Area Schools are described in Note A
to the financial statements. No new accounting policies were adopted and the application of
existing policies was not changed during 2008. We noted no transactions entered into by
Frankfort-Elberta Area Schools during the year for which there is a lack of authoritative
guidance or consensus. There are no significant transactions that have been recognized in the
financial statement in a different period than when the transaction occurred.
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Agency Funds

During the audit, we analyzed the student activities accounts within the agency funds. It
appears the School District is accounting for some of the athletic activities through a
number of student activity accounts, both the revenues and expenditures of the activities.
We recommend these athletic activities be accounted and budgeted for within the
Athletic Fund. This is a repeat comment.

Accounting estimates are an integral part of the financial statements prepared by management
and are based on management's knowledge and experience about past and current events and
assumptions about future events. Certain accounting estimates are particularly sensitive because
of their significance to the financial statements and because of the possibility that future events
affecting them may differ significantly from those expected. The most sensitive estimates
affecting the financial statements were:

Accumulated leave liability
Depreciation

We evaluated the key factors and assumptions used to develop the estimates in determining that
they are reasonable in relation to the financial statements taken as a whole.

The disclosures in the financial statements are neutral, consistent and clear. Certain financial
statement disclosures are particularly sensitive because of their significance to financial
statement users. The most sensitive disclosures affecting the financial statements were:

Risk Management
Commitments and Contingencies

No Difficulties Encountered in Performing the Audit

We encountered no significant difficulties in dealing with management in performing and
completing our audit.

Corrected and Uncorrected Misstatements

Professional standards require us to accumulate all known and likely misstatements identified
during the audit, other than those that are trivial, and communicate them to the appropriate level
of management. Management has corrected all such misstatements. In addition, none of the
misstatements detected as a result of audit procedures and corrected by management were
material, either individually or in the aggregate, to the financial statements taken as a whole.
Recorded Adjustments

We recorded an audit adjustment to restore a held check to cash and recorded a corresponding
accounts payable.

We recorded an audit adjustment to increase depreciation expense and accumulated depreciation.
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No Disagreements with Management

For purposes of this letter, professional standards define a disagreement with management as a
financial accounting, reporting, or auditing matter, whether or not resolved to our satisfaction,
that could be significant to the financial statements or the auditor's report. We are pleased to
report that no such disagreements arose during the course of our audit.

Management Representations

We have requested certain representations from management that are included in the
management representation letter dated September 19, 2008.

Management Consultations with Other Independent Accountants

In some cases, management may decide to consult with other accountants about auditing and
accounting matters, similar to obtaining a ""second opinion" on certain situations. If a
consultation involves application of an accounting principle to the governmental unit's financial
statements or a determination of the type of auditor's opinion that may be expressed on those
statements, our professional standards require the consulting accountant to check with us to
determine that the consultant has all the relevant facts. To our knowledge, there were no such
consultations with other accountants.

Other Audit Findings or Issues

We generally discuss a variety of matters, including the application of accounting principles and
auditing standards, with management each year prior to retention as the Frankfort-Elberta Area
Schools' auditors. However, these discussions occurred in the normal course of our professional
relationship and our responses were not a condition to our retention.

This information is intended solely for the use of the Board of Education and management of
Frankfort-Elberta Area Schools and is not intended to be and should not be used by anyone other
than these specified parties.

We are pleased to serve as the School District's auditors. If there are any questions about the

audited financial statements or the contents of this letter, we would welcome the opportunity to
discuss them at your convenience.

Devnes, Garthond - Nrergarth

September 19, 2008



